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                                                            ABSTRACT
 One of the numerous responsibilities of the government of any country is to invest in the various sectors of the economy. This should however be channeled to the appropriate sectors, such as the education and health sectors, that will lead to a continual growth in the economy of the country. It is in the light of this, that this study looks at government spending on education and health and its effect on the economic growth of Nigeria. Health is central to the well being, and education is essential and satisfying for a rewarding life. This study made an attempt to provide empirical evidence of the impact of government spending on education and health on labour productivity in Nigeria. This study made use of econometric methods to determine the relationship between education, health and labour productivity. The regression results, however, showed that capital and recurrent expenditure on health as well as recurrent expenditure on education have a positive impact on labour productivity while capital expenditure on education has little or no impact on lab our productivity in Nigeria. This study, however, recommends that the government should increase its budgetary allocation to the education sector and give autonomy to private sectors to set up more schools due to the unreliability of government funds. 










1.0   INTRODUCTION
The Nigerian economy has been backward for the past two decades despite its independent status since 1960. The petroleum rich Nigeria economy long hobbled by political instability, corruption and poor macroeconomic management, is undergoing substantial economic reform under the new civilian administration. Nigeria’s economy is struggling to leverage the country’s vast wealth in fossil fuels in order to displace the crushing poverty that affects about 57 percent of its population. Economists refer to the coexistence of vast natural resources wealth and extreme personal poverty in developing countries like Nigeria as the “paradox of plenty” or the “curse of oil” Nigeria’s exports of oil and natural gas—at a time of peak prices—have enabled the country to post merchandise trade and current account surpluses in recent years. Reportedly, 80 percent of Nigeria’s energy revenue flows to the government, 16 percent covers operational costs, and the remaining 4 percent go to investors. 
It is the responsibility of the government of any country to spend on goods and resources and this is mostly specified in the yearly Federal budget of the country at the beginning of every calendar year. This spending should however be channeled to the appropriate sectors that will lead to a continual growth in the economy of the country. We have sectors like the educational and health sectors, which are basic objectives of development and important ends in themselves. Health is central to the well being, and education is essential and satisfying for a rewarding life. Both are fundamental to the broader notion of expanded human capabilities that lie at the heart of the meaning of development. At the same time, education plays a key role in the ability of a developing country, like Nigeria, to absorb modern technology and to develop the capacity for self-sustaining growth. Moreover, health is a prerequisite for increases in productivity, while successful education relies on adequate health as well. Thus, both education and health can also be seen as vital components of output growth.
These human capital issues are treated together because of their close relationship. Health and education are closely related to labour productivity. The connections between health and education include similar analytical treatment, because both are forms of human capital; the dual impacts of effects of health spending on the effectiveness of the educational system and vice versa; and the fundamental fact that when we speak of investing in a person’s health and investing in a person’s education, we are all talking about the same person. We then consider the relationships between income on the one hand and health and education on the other. Despite their close relationship, we will see that the record shows that higher household income is no guarantee of improved health and education. 
Human capital must be given direct attention in its own right, even in economies that are rapidly growing. On the one hand, greater health capital may improve the return to investments in education, in part because health is an important factor in school attendance and in the formal learning process of a child. On the other hand, greater education capital may improve the return to investment in health, because many health programs rely on basic skills often learned at school, including personal hygiene and sanitation, not to mention basic literacy and numeracy; education is also needed for the formation and training of health personnel. Finally, an improvement in productive efficiency from investments in education raises the return on a life saving investment in health.
This study, however, seeks to show the impact government expenditure on education and health has on labour productivity in Nigeria by making use of empirical- econometric facts that covers data from 1977-2004. The study aims at looking at how education and health can help to increase labour productivity. It is equally aimed at providing policy information for the government. The technique of estimation to be used to determine the impact of government spending on the economy will be the Ordinary Least Square (OLS) technique. The model to be used will be expressed in Cobb-Douglas production function and the variables in the model will be logged.












2.0       LITERATURE REVIEW
2.1 CONCEPTUAL FRAMEWORK
According to John Beardshaw et al (1992)1, the growth of public expenditure is a twentieth-century phenomenon. In the nineteenth century, the public sector accounted for 12 percent, or less, of total national income. A bureaucracy, the Civil Service, under the control of the government, organizes public expenditure. This contrasts with the private sector, which operates through the market. Recent reforms have tried to stimulate the market in the public sector, particularly in education and health. 








1Beardshaw, J., et al (1992) Economics: A Student’s Guide, Asia: Pearson Education Ltd.
According to Denise R. Osborne et al (2003)2, a substantial volume of empirical research has been directed towards identifying the elements of public expenditure (at its aggregate and disaggregate levels) that bare significant association with labour productivity. He posited that most of the conclusions drawn recently regarding the growth effects of public spending are based either on the experiences of a set of developed countries or on the basis of large samples consisting of a mixture of developed and developing countries. Accordingly, there remains little by way of understanding the process by which public expenditure policies shape the prospect of economic growth for developing countries. This trend has continued despite the long standing view among development experts that there exists not only a significant difference in the composition of public expenditure between the developed and developing countries, but the difference is also profound in the way in which public expenditures shape the outcome in these two set of countries. The only exceptions to the above trend that we know of are the contribution by Landau (1986)3.  

2Denise, R.O., et al (2003) Public Expenditure and Economic Growth: A Disaggregated Analysis for Developing Countries, Manchester: University of Manchester Press.
3Landau, D., (1986) “Government Expenditure and Economic Growth: A Cross Country Study”, Southern Economic Journal, Vol. 49, No. 3, pp.783-792. 


According to Landau, it would be preferable to study the relationship between total government expenditure and the growth rate of per capita output. It would be better still to examine the relationship between total government economic impact-including regulation-and the growth rate. Ideally, we would want to study the relationship between total government impact and a comprehensive measure of economic welfare. 
In his analysis, he however made the letter y to be used for per capital real GDP and Government Spending for the share of government consumption expenditure in GDP. Economic theory does not give a clear prediction about the impact of an increase in Government Spending on the growth of y. From an income accounting perspective, a higher Government Spending could come at the expense of either investment in conventional capital or private consumption. If Government Spending increases at the expense of investment this would tend to diminish the growth rate of ‘y’.
2.2 EDUCATION AND LABOUR PRODUCTIVITY
According to Aghion and Howitt (1998)4, models of education and growth can be divided roughly into two. The first type of model considers education to be an input into production, much like equipment or labor (e.g. Mankiw, Romer, and Weil 1992)5. In this view, economies with greater numbers of educated workers should produce more output. Subject to certain technical assumptions, economies that accumulated more education should have grown faster and obtained higher income levels, other things being equal. 

4Aghion, P. and P. Howitt, (1998): Endogenous Growth Theory, Cambridge: MIT Press.
5Mankiw, et al (1992) “ The Impact of Human Capital On Economic Growth”, Quarterly  Journal of Economics, Vol. 10, No. 4, pp. 234-244.   
Treating education as an input, and by introducing various market failures that could lead to underinvestment in education, numerous growth theorists have attempted to explain divergences in the growth paths of economies in terms of the growth of their education stock. Such market failures derive from spillovers of productivity between workers and the difficulties with financing education given that it cannot be used as collateral for borrowing. 
None of these education-as-input models pay much attention to why education influences productivity, what workers might produce, who should be educated, or what type of education to 
Invest in. The central issues are the amount of human capital and output, not their composition or application. They are therefore fairly blunt in their policy implications. Most of them imply that subsidizing education can stimulate growth.

The second type of model considers education to be integral to an economy’s capacity for technological innovation and adaptation. Thus, an economy that is far from some global technological frontier but that has a reasonable supply of educated scientists and managers will be able to catch up more quickly in technological terms, generating higher growth en route. 
Romer (1990)6, takes a more inclusive view of the role of education in transformation. In his model, the more education that is applied to research and development (R&D), the faster new activities are generated, and the higher the rate of growth. As educated labor could be attracted to pursuits other than research and development (R&D), countries with higher levels of universal education can engage in more research and development (R&D) and grow faster. .
6Romer (1990): Human Capital and Growth: Theory and Evidence, Carnegie- Rochester Conference Series on Public Policy 
As argued above, most of the education-as-input models predict that, other things being equal, output growth rates should correlate positively with the human capital growth rate. So what do the data suggest? Notwithstanding some serious econometric problems with cross-country growth regressions, it is worth reviewing the evidence—limited and hotly debated as it is. Given that models linking education to productivity growth are motivated by microeconomic evidence that employers are willing to pay more for educated workers, and that this willingness has been shown to reflect the greater cognitive skills of the educated (Glewwe- 2002)7, this result appears paradoxical. For if education renders individual workers more productive, and then surely across-the-board increases in education should render the aggregate labor force more productive as well. This extraordinarily important and startling paradox has sparked intense debate on how to measure education-output relationships. Several studies have found positive relationships between initial education levels and subsequent growth in labour output. 
A rather different view of the role of education on labour output comes from Lewis (2004)8, who argues that “public debate on education is confused”, essentially because the role of education in development is misunderstood. He defines education as “the means through which societies acquire political philosophies based on individual rights.” Any impact of such education on growth is likely to be long term.
7Glewwe, (2002): Schools and Skills in Developing Countries: Education Policies and Socioeconomic Outcomes. Journal of Economic Literature, Vol. 40, No. 2, pp.436 - 482
8Lewis, W. (2004): The Power of Productivity. Chicago: University of Chicago Press
 

On the other hand, trainability, Lewis feels, or the capacity to learn to use new production technologies, is what matters for rapid labor productivity growth. In short, therefore, he argues, education is not a constraint on the ability of current workforces to be trained in operations with much higher productivity levels.
2.3        HEALTH AND LABOUR PRODUCTIVITY 
According to Nora Lustig (2001)9, in order to explain the relationship between health and economic growth, it is necessary to understand the concept of health in a broad sense. Health is not only the absence of illnesses; it is also the ability of people to develop to their potential during their entire lives. In that sense, health is an asset individuals possess, which has intrinsic value (being healthy is a very important source of well-being) as well as instrumental value. In instrumental terms, health impacts economic growth in a number of ways. For example, it reduces production losses due to worker illness, it increases the productivity of adult as a result of better nutrition, and it lowers absenteeism rates and improves learning among school children. Health also allows for the use of natural resources that used to be totally or partially inaccessible due to illnesses. Finally, it permits the different use of financial resources that might normally be destined for the treatment of ill health. In sum, health affects economic growth directly through labor productivity and the economic burden of illnesses, for example. The results of historical studies suggest a very strong relationship between health and the productivity of labour output.    

9Nora, Lustig (2001): Macroeconomics and Health: Investing in Health for Economic Development, World Health Organization Publications


2.4 GOVERNMENT EXPENDITURE, HUMAN CAPITAL (EDUCATION AND HEALTH) AND LABOUR PRODUCTIVITY
According to Adebiyi M.A (2003)10, there can be no meaningful economic growth without adequate human and natural resources in any country. Human capital is so important that in the Khartoum Declaration of 1988, it was asserted that:
…the human dimension is the sine qua non of economic recovery …no SAP or economic recovery programme should be formulated or can be implemented without having at its heart detailed social and human priorities. There can be no real structural adjustment or economic recovery in the absence of the human imperative. 
The concept of human capital refers to the abilities and skills of human resources of a country, while human capital formation refers to the process of acquiring and increasing the number of persons who have the skills, education and experience that are critical for economic growth and development of a country (Okojie 1995:44)11. Human resources are all embracing, that is, it is inclusive of persons who works now, or are likely to be productively employed sooner or later. It is a continuum, a continuing process from childhood to old age, and a must for any society or enterprise that wishes to survive under the complex challenges of a dynamic world.
10Adebiyi M.A (2003): Public Expenditure and Human Capital in Nigeria. Journal of Econometrics 2(1)
11Okojie, C.E.E. (1995): Human Capital Formation for productivity Growth in Nigeria: Nigerian Economic and Financial Review
Yesufu (2000: 321)12, in agreement with this view, opines that “the essence of human resources development becomes one of ensuring that the workforce is continuously adapted for, and upgraded to meet, the new challenges of its total environment”. This implies that those already on the job require retraining, reorientation or adaptation to meet the new challenges. This special human capacity can be acquired and developed through education, training, health promotion, as well as investment in all social services that influence man’s productive capacities (Adamu, 2003)13.
According to Harbinson:
“Human resources constitute the ultimate basis for the wealth of nations. Capital and natural resources are passive factors of production; human beings are the active agents who accumulate capital, exploit natural resources, build social, economic and political organization, and carry forward national development. Clearly, a country which is unable to develop the skills and knowledge of its people and utilize them effectively in the national economy will be unable to develop anything else” (Harbinson, 1973, p.3)14.

12Yesufu, M.T. (2000): The Human Factor in National Development, Ibadan: Spectrum Book
13Adamu, (2003): ‘The impact of Human Capital Formation on Economic Development in Nigeria: An error Correction Approach Human Resource Development in Africa Nigerian Economic Society, Nigeria Economic Management Journal 
14Harbinson, F.H. (1973): Human Resource as Wealth of Nations. London Oxford 

Education occupies an important place in most plans for economic and social development. Whichever way one looks at it, the education sector is important in human development as a supplier of the trained manpower and it is a prerequisite for the accomplishment of other development goals. Also, it is the main sector through whose national identity goals and aspirations are given meaning and reality among the people.
3.0        THEORETICAL FRAMEWORK 
Robert Solow (1956)15 in his conventional neoclassical growth theory is of the view that growth occurs from the accumulation of physical capital and an increase in labour force with improved technology. The Cobb-Douglas production function is an empirical variant of this approach. In case of growth, accounting the analysis is decomposed into the growth of labour, capital and total factor productivity. When growth rates of output and capital are equal, the rate of growth of output is determined by the rate of growth of labour force and technological progress. Economic growth is as a result of the accumulation of physical capital and an expansion of the labour force and an exogenous factor known as technological progress, which makes physical capital and labour more productive. 

15Robert Solow (1956) : A contribution to the theory of Economic Growth, The Quarterly journal of economics, Vol. 70, No. 1. Pp. 65-94 


Also, the neoclassical growth theory also posits that changes in quantities of factors of production accounts for growth (Solow 1956)16. They discovered that most of the growth in output was explained by a linear trend in time which he termed “technical change” (“index of our ignorance” in the words of Abramowitz and “the residual”. Thus, we consider the neoclassical production function below;
Y = F (L, K, T)     ----------------------------------------------------------------- (1)
Where Y: Aggregate real output
L: Quantity of labour
K: Physical capital stock
T: Technical change
Taking Hicks- neutral change (that is technical progress is neither capital nor labour intensive) as the basis, Solow then postulates the production function as;
Y= A (t) F (K, L)………………...................... (2)





This proposition led to the formulation of the augmented Solow model using Cobb- Douglas production function by incorporating human capital into it.
Therefore following Mankiw et al (1992)17, Grammy and Assane (1996)18, Odusola (1998)19, the Solow Model is presented thus: 
 Y(t) = K(t) αH (t)β (A (t) L (t))1-α- β ...................................... (3)
Where α + β < 1 implies decreasing returns to capital.

17Mankiw et al (1992): Op.cit.
18Grammy and Assane (1996): New Evidence on the Effect of Human Capital on Economic Growth. 







 4.0 METHODOLOGY AND ANALYSIS OF DATA 
These are the tests that will be performed in order to verify the theoretical and statistical validity of the parameter estimates derived from the regression result. For this cause the following econometric and statistical techniques will be adopted:
1.)	Sign expectation







5.)	The Durbin-Watson statistics, and

6.)	The standard error of estimates

4.1 Model Specification 
Following the formulation adopted by Mankiw et al (1992), Ayara (2002) and Uwatt (2002), we have: 
Yt = A (t) K1 L2 H3 ................................... (4)
Where H is human capital (education and health), 1 +2 + 3 = 1 (assuming constant returns to scale); other variables are as defined earlier.
Taking the natural log of both sides of the equation produces a linear equation in levels of the form:
Ln Y = α0 + 1 lnK +2 lnL +3 lnH + e..................................... (5)
Where Y is the Real GDP as a proxy for labour productivity, K is real gross capital formation, L is the labour force and H is human capital proxied here by real expenditure per capita.
Therefore, the model used is given as; 
LogRGDP = α0 + 1L + α2K + 3 REXE + 4 CEXE + α5REXH + α6CEXH + e
Where:
RGDP: Real Gross Domestic Product
αs: Coefficients 
L and K are as earlier defined above
REXE: Government Recurrent expenditure on education
CEXE: Government Capital expenditure on education
REXH: Government Recurrent expenditure on health
CEXH: Government capital expenditure on health
The ’s are coefficients to be estimated and their signs are expected to be positive i.e. α > 0
4.2 DATA ANALYSIS AND FINDINGS
The Real Gross Domestic Product is the dependent variable while labour, physical capital stock, Government recurrent expenditure on education, capital expenditure on education, recurrent expenditure on health and capital expenditure on health are the independent variables taking data from 1977-2004 so as to empirically investigate the relationship between government expenditure on education and health and labour productivity.
R2 = 0.994711
Adjusted R2 = 0.993200
S.E of regression =2.240218
F- Stat(6, 21) = 658.2995
Durbin-Watson Stat = 1.562076
The coefficients of the variables meet apriori specification with the exception of recurrent expenditure on health which carries a negative sign. 
For the T-statistic, at 5% level of significance, capital, labour, and recurrent expenditure on health are said to be statistically significant while the other variables (capital expenditures on health and education and recurrent expenditure on education) are statistically insignificant.
The R-squared which is the coefficient of determination gives a value of 0.99, while the adjusted R-squared also has a value of 0.99. Both values are high showing that about 99% of the systematic variation of growth can be explained by the independent variables. This is a very good result as only about 1% of the systematic variation has been left unaccounted for by the model due to errors. This is therefore a good fit.
Using the F-test to test for the overall significance of the model, from the regression result obtained, it shows that the F-statistic is statistically significant at 5% level of significance.
Due to the positive autocorrelation in the value of the Durbin-Watson (1.56), there is a need for adjustment which will be done using the Cochrane-Orcutt method.

Regression Result after correcting for Autocorrelation;
R2 = 0.995053
Adjusted R2 = 0.993230
S.E of regression = 2.763389
F- stat(6,21) = 545.9326
Durbin Watson = 1.825514
The coefficients of the variables meet their apriori expectation except for the recurrent expenditure on health and capital expenditure on education. This means that, unlike the other variables, the recurrent expenditure on health and the capital expenditure on education have little or no impact at all on the economic growth of Nigeria. From time immemorial, the capital expenditure on education has had little or no impact on the economic growth of Nigeria and this is due to the fact that there are insufficient funds provided for education in the National Budgets over the years within the scope of this study. 
4.3 FINDINGS
The empirical findings show that expenditure on education has no significant impact on the economic growth given that the coefficient of capital expenditure on education does not meet apriori expectation. On the other hand, the expenditure on health has a significant effect on economic growth given that its coefficient meets apriori expectation. The result also shows that people (human resources/labour) have the highest significance, that is, the labour force coupled with capital (which is also significant) actually brings about economic growth. However, the F-test which tests for the overall significance of the variables shows a statistically significant relationship among all the variables at 5% and 1% levels of significance. Hence, there is a statistically significant relationship between education, health and economic growth in Nigeria. There is however an interrelationship between education and health.
The theoretical findings reveal that the quality of education in Nigeria does not contribute significantly to economic growth. From time immemorial, the capital expenditure on education has had little or no impact on the economic growth of Nigeria and this is due to the low budgetary allocation made to these sectors when compared with other sectors like defense, and the decline in the quality of education in Nigeria. Other reasons for the insignificant effect of education are corruption on the part of political leaders, unequal distribution of income between the rich and the poor, high inflation rate, poverty, to mention a few.
It was also discovered that capital expenditure on health contributes significantly to economic growth while the recurrent expenditure does not. This is due to the fact that, although government undertakes capital projects like health, they do not provide sufficient finance for the maintenance of these projects. It therefore follows that if government can intensify its commitment to education and health, greater economic growth will be achieved.




5.0 RECOMMENDATIONS AND CONCLUSION
5.1 RECOMMENDATIONS 
In line with the research findings, the following recommendations may be required to improve the educational and health sectors:
	The government should increase the budgetary allocation to the educational sector by at least 40% of her present allocation. This will enable adequate maintenance of school facilities and a good schooling condition for students which will in the long-run act as a motivating factor for the students and teachers/lecturers to come to school. Adequate learning environment will increase the students’ desire to learn and an adequate teaching condition will enable the teachers to be effective and efficient. 
	Due to the unreliability of government funds, the private sector should be given autonomy to set up more schools in the primary, secondary and tertiary levels i.e. allow private participation as is currently practiced in Nigeria today.
	The government should intensify her commitment in the maintenance of capital projects like education and health by providing state-of-the-art equipment in schools and hospitals.





































NOTE: The asterisk (*) are in million
 RGDP: Real Gross Domestic Product, L and K are quantity of labour and stock of physical capital respectively, PRXE: Government Recurrent expenditure on education, PCXE: Government Capital expenditure on education, PRXH: Government Recurrent expenditure on health, PCXH: Government capital expenditure on health
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